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Abstract
The crediting transactions are very important within the intermediation activity which the
commercial banks perform and these represent at the same time the main asset transactions.
The manner of approach of this activity differs depending on the type of the client who can
be an individual, a legal entity or a credit institution.
We aim at emphasizing aspects related to the loans granted to individuals by commercial
banks  and  especially  at  underlining  the  importance  of  the  choice  regarding  the  risk
evaluation method when analyzing the credit file. In regards to the research methodology,
we used  the  descriptive  method. We conducted a  qualitative  research based on the
observation of some aspects, as well as a quantitative one. The conclusions of the achieved
study are presented at the end of this paper.
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1. Introduction:
It is necessary to mention what the credit means in order to understand the
importance of the credit granting activity. Etiologically speaking, the word “credit”
has its roots in the Latin word ,,creditum-credere” which means” to believe”, “ to
trust”  or  to  “put  one’s  trust  in  something/someone”.  The  origin  of  this  notion
reveals  a  psychological  element  necessary  for  the  existence  of  the  lending
transaction which requires “trusting”. The credit formed the object of a various
research within the specialized field, leading to diverse opinions. The professor W.
Sombrat offers a synthetic definition saying that: “The credit represents the power
that one has of buying without having cash”.
In a similar manner, the professor C. Gide defines the credit as being “the
exchange of a given wealth with a future wealth”. The professor F. Leitner defines
the credit as an “economic act which makes a right to grow on the side of an
individual in order for him/her to dispose permanently of the goods or services
offered by another individual, for the time it was given.
Professor V. Stanescu shows that” it’s about a credit operation or that we
find ourselves in front of an economic fact, called credit, every time it comes about
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subject, with the obligation for the last one to refund later on, at a certain date, the
received  amount,  plus  an  amount  of  money  which  has  the  name  of  interest  or
interest rate.
Professor A. Page defines the credit as being “the exchange of a certain
monetary value for a future monetary value.”
During its historic evolution, the credit came into many forms which, even
though these appeared in time, as a response to diverse needs, they had periods of
coexistence with the economic life of the humankind.
The distinction among the types of credit is given by the complexity of the
relations which are established between partners on the occasion of the grant and
receipt  of  the  loan.  The  more  elements  which  constitute  the  credit  are
accomplished, the closer we are to a credit type which is closer to the modern
economy.
The  banking  entities  offer  credits  to  individuals,  Romanian  or  foreign
residents or non-residents, who are at least 18 years old.
The types of credits given to individuals are classified from the point of
view of the credit duration being on short term respectively on long term.
- The  short  term  loans  are  solicited  for  acquisitions  of:  vehicles,
electronics.
- The long term loans are solicited for acquiring real estates.
The main conditions which need to be fulfilled when soliciting loans are:
- The person needs to be employed on a base of a contract for a
determined period of time and he/she should obtain an income which can assure
the monthly payment of their rates and interest rates. The solicitor can be: a retired
person, employee with a labour contract for a certain period of time, legal entity
which can achieve incomes according to the income declaration confirmed the tax
administration.
- To open a current bank account in which to deposit the advance
asked by the bank from their own resources and subsequently the monthly rates
which have to be refunded;
- To  assure  the  guarantee  for  the  solicited  credit  and the
correspondent interest rates;
- To assure the guaranty for the solicited loan and the correspondent
interest rates;
- To accept the amounts given by transaction. There are exceptions
in the case of the treasury loans which are put at the disposal of the solicitor in
cash, added up to 6 wages/ pensions.
- Not  to  show  up with  pending  obligations  or  unpaid  debits  at
deadline towards the third party;
- To participate  with  their  own  resources  when  performing
businesses (of the project) in order to solicit the loan. The quantum of these is
established by bank in accordance with solicited loan category.Studia Universitatis “Vasile Goldiş” Arad                                 Economics Series  Vol 22 Issue 1/2012
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2. Methodology and data
As well as in the case of the loans granted to legal entities, the bank needs
to evaluate the risk at which it’s exposed through the loan granting process for the
natural persons. The procedure used with the purpose of analyzing loan risk takes
into account certain inconveniences as would be the following: the high number of
files and a low granted amount, the investigational process which is difficult.
These aspects trigger a series of costs on the behalf of the bank which
would go for the increase of the expenses borne by the legal entity, solicitor of the
loan. The increase of the expenses leads to the discouragement of the solicitor. In
order to surpass these inconveniences, the banks have the possibility to select the
loan solicitors by using the credit-scoring method.
This method evaluates the reliability of the client by subjective criteria: the
living condition of the client, their job, the length of time of their activity within
the same workplace, the familial situation, the number of dependents, their income.
The documents solicited to the natural persons with the purpose of granting
a loan are the following: the loan application signed by the solicitor of the loan, the
certificate attesting the monthly income of two guarantors; the sale & purchase
document  authenticated  by  notary  for  the  bought  estates;  the  ownership  or
concession documents of the space; the construction permit; notices, agreements,
etc, bills or sale & purchase contracts for the long-term goods; work specification
given by the authorized Organs for buildings, renovation, reparations;
The bank will perform the credit-scoring on the base of the documentation
and of the received pieces of information from the solicitor, and it will appreciate
whether the solicitor is eligible for refund and for guaranteeing the loan and the
interest rates.
An estimation model of the scoring is given by table no. 1 (Hempel G,
Coleman A, 1990):
The application of the credit-scoring system was exemplified in the table
above and it involves gathering all the points achieved by the solicitor and for the
result to be compared with the number established as limit between the approval
and rejection of the loan granting.Studia Universitatis “Vasile Goldiş” Arad                                 Economics Series  Vol 22 Issue 1/2012
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- table no 1-
Credit-scoring system (characteristics and shares)
Points Points
1.Main living space
(own or on rent)
a) Own (in renovation process) 40
b) On rent  8
c) No answer 8
d) Other situations 25
2.The living duration for the actual
residence
a) Under 6 months                                12
b) 6 months – 2 years 15
c) 2 years – 6 2
1  years                          22
d) Over 6 2
1   years  35
e) No answer 8
3.Duration of the actual job
a) Under 1 2
1  years                       12
b) 1 2
1  years – 3 years 15
c) 3 – 5 2
1  years 25
d) Over 5 2
1  years  48
e) Retired 48
f) Child support (public assistance) 25
g) At home 25
h) Un-employed 12
i) No answer   12
4.The age of the solicitor
a) Under 45 years old 4
b) Over 45 years old    20
c) No answer    4
5.Banking references
a) Current account and savings 60
b) Current account 40
c) Account of savings 40
d) Loan and current account and savings 30
e) Only loan 10
f) The loan hasn’t been received yet 10
g) No answer 10
6. Credit cards
a) Main and for shopping 40
b) Only main 40
c) Only for shopping 30
d) No answer 10
7. References  of  the   financial
companies
a) One 15
b) Two or more                            10
c) None 5
d) No answer 10
8. Incomes
a) 0 – 10 000 $ 5
b) 10 000 – 15 000 $ 15
c) 15 000 – 30 000 $ 30
d) Over 30 000 $ 50
9. Monthly payments
a) 0 – 100 $ 35
b) 100 – 300 $ 25
c) Over 300 $ 10
d) No payments 45
e) No answer 10
10. Unfavourable evaluations
a) They haven’t been investigated 0
b) They aren’t emphasized 0
c) Two or more unfavourable
evaluations 20
d) One unfavourable evaluation  0
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Further on, we will present an evaluation model of the loan through score
which involves  the  discriminatory  analysis.  The  discriminatory  analysis  is  a
statistic  method  which  allows  the  distinction  of  many  homogenous  categories
regarding the preset criterion staring from a set of pieces of information which
characterize each individual.
This requires going through two stages:
1. The  determination  of  the  categories  and  pieces  of  information
which characterize each class;
2. The use of the analysis results for the new solicitors.
In  the  base  of  the  crediting  files  performed  and  archived  by  bank,  the
clients are divided in to two categories: good clients who refunded the credits at
deadline without recording any incidents and bad clients who didn’t refund credits
or who were late with their refund.
In both situations it’s necessary to find criteria which to characterize them
well. Hence, the following aspects can be followed:
a) the determination of the solvability criteria
On  the  base  of  the  supplied  pieces  of  information within the  loan file,
information about address, age, familial situation, income will be withheld. There
are 20-30 pieces of information which are withheld and which will lead to the
distribution into categories of the good clients and the bad clients. The pieces of
information related to the two categories are:
- Bad clients: they have no account in bank, no phone number, they
are divorced, with no stable job, and aged between 25-30 years old, they aren’t the
owners of the place they live in;
- Good clients: they have  a bank account, they  are  married, they
have a phone number, and they are the owners of the place they live in.
b) Determining the total note( score)
There is a mark for each criterion which substitutes the share depending on
the importance: “The discriminatory analysis lays emphasis on the fact that many
criteria are more important than others and it allows to calculate the share which
has to be associated to each one of them.
For  each  file,  the  shares  attributed  to  the  solvability  criteria  will  be
gathered getting the final mark (the score)”. In case the discriminatory analysis was
done correctly, the two classes show distinctly.
c) The determination of the limit mark
It consists in determining the limit mark under which the probability for a
client to be unsolvable is very high. It goes to the determination of the optimal limit
mark which is supposed to eliminate most of the bad clients and the least of the
good  ones.  A profitability  analysis  of  the  good  and  bad  customers  should  be
performed in order to get the aforementioned optimal mark.
This fact involves the evaluation of the contribution of each client to
the bank’s profit. The evaluation will be positive for the good clients and negative
for the bad ones as a consequence of the expenses that the bank will have with
these, inclusively the loss borne by bank as a consequence of the non-recovery ofStudia Universitatis “Vasile Goldiş” Arad                                 Economics Series  Vol 22 Issue 1/2012
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the loan. The optimal mark will be considered that one which influences the profit
of the bank favourably.
Further on, we will present an empiric study performed on a number of
1200 credit files. After the solvability criteria have been attributed to the marks,
summed up for each file, there is a final mark obtained. By separating the bad
customers from the good ones, the following results can be obtained:
-tabel no.2-
Total marks obtained by clients
The total of
obtained marks
Good clients Bad clients
50 0 15
100 30 10
150 70 20
200 150 30
250 190 20
300 160 45
350 150 30
400 56 20
450 94 5
500 100 5
Total 1.000 200
Source : calculus made by the authors
3. Results and discussion
As  a  result  of  the  profitability  analysis  of  the  files,  a  conclusion  was
reached: reported to 100 lei of credit, each good client contributes on average with
15 lei of profit for the banking society and each bad client generates a loss of 85 lei
for the bank.
In case the bank establishes the limit mark to be 150, there are 100 good
clients and 45 bad clients who are eliminated. The profit changes as it follows: -
150*15 + 45*85 = -2250 + 3825 = + 1575 lei
In case in which the limit mark established by bank is 200, there are 250
good  clients  and  75  bad clients who are  eliminated.  The  profit  changes  as  the
following: - 250*15+ 75*85= -3750 +6375 = + 2625lei.
If the bank establishes the limit mark to be 250, there are 440 good clients
and 95 bad clients which end up eliminated. The profit changes in the following
way: -440*15 + 95*85= -6600 + 8075 = + 1475 lei.
As we can notice from this example, the choice for the mark 200 generates
the most favourable situation on the profit.
Once the limit mark was established, all the loan demands will be analysed
from the perspective of the pieces of information used during the discriminatory
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The questioner by which the profitability criteria are established as well as
their share must have a simple formulation in order to help the verification of the
loan analyst of the loan solicitor’s declarations.
There  are    different  questioning  patterns  depending  on  pieces  of
information solicited by each bank, but these comprise mainly questions related to:
the neighbourhood and the home of the solicitor, his/her job, duration at the same
workplace, phone number, banking references, the familial situation, the number of
dependents and definitely the size of the obtained incomes.
Even though it is attractive, the credit scoring method represents a series of
problems, two of the most important being:
1. The selection of the amount of files which makes the object of the
discriminatory analysis;
2. Stable discriminatory criteria.
In regards to the first problem, the credits performed and accepted by bank
aren’t  representative  for the  discriminatory  analysis  because  the  bank has
eliminated through the classical analysis method of each client, the clients with
high non-profitability risk.
In  order  to  surpass  this  situation,  which  doesn’t  represent  actually  the
reality, the banking society has three possibilities:
- To avoid a double analysis of the files;
- To include in the analysis the files which  were rejected by the
credit officers who analysed by the classic method. This way, the number of the
bad clients would increase;
- To accept all the loan demands in order to constitute a sample for
the discriminatory analysis.
Statistically, this possibility is the best because it eliminates the first two
inconveniences
From the point of view of the costs, this possibility leads to an increase in
the bank’s loss. If this increase will be compared subsequently by the submission
of the evaluation method by score- by an increase of the profits for banks, i.e. the
decrease of the loss, the acceptance of all credit demands on a certain period is
justified.” ( Stoica M., 1999)
The second problem related to the establishment of the profitability criteria
is as severe as the previous one because the criteria taken into account: income,
profession chance from one year to another, having a dynamic feature due to the
changes in the economic life and the social one of the country. In this respect, the
profitability criteria must be revised periodically.
The problems stated above underline the weaknesses of the credit scoring
method, but they do not eliminate its efficacy.
4.Conclusions:
The  choice  of  the  evaluation  method  for  loans  in  case  of  the  natural
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granting. The credit-scoring method as it results from the content of the paper is
efficient, but it presents disadvantages as well.
The banks, depending on their own politics, will choose the model which
they consider the most advantageous from the point of view of the estimated profit.
The conditions for the loan granting take into account aspects related to:
the volume of the credit, the duration of the benefit, the refund deadline, the rates,
the interest rates, the grace period, and the guarantees.
All these conditions are negotiated with the client, getting at the end to an
agreement  related  to  the  crediting  operation  and  the  terms,  in  which  the  loan
contract is to be closed. In the situation in which the analysis of the loan solicitor’s
reliability  has  a  convenient  result  for  the  banking  society,  the  documentation
specific to the loan analysis will be forwarded with the purpose of being approved
by the competent body.
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